The small industry movement in India can be said to have commenced with the Industrial Policy resolution. Two objectives of the industrial policy are encouraging and protecting small industry and preventing undue concentration of economic power. Taken together, these objectives imply that it would be socially more desirable if further expansion of Indian industry was attained to have simultaneous growth of large scale and small scale industries. This philosophy is at the heart of the concept of the ancillary relationship, which is essentially the forward linkage of small firms (ancillary units) typically with a large firm (master unit). The former supply intermediate goods (components, subassemblies, etc.) to the latter. If this relationship was sustained during the growth of large industries this would automatically ensure growth 'and modernization of small industries. This has indeed been the experience of some industrially advanced economies, notably Japan. Most of the small firms in Japan have functioned as ancillaries to large firms and the share of ancillaries in the total output is 30 per cent (Economic Times, October 19, 1976) . Jdpan had achieved a 30 to 40 per cent reduction in the overall cost because of the practice of subcontracting (Vakil and Rao, p. 73) . This raises the ques-tion about measures that have been taken by the policymakers to tailor the industrial structure of India to take advantage of such benefits.
Changing Policy Environment
The erstwhile polices of the government of India were directed towards promoting small industry in general, without any special emphasis on developing the ancillary industry. The official definitions for registration of an ancillary unit and a small scale unit imply that both could produce a mix of intermediate goods and end products (Department of Industrial Development 1975, p. 17) . As this mix varies from firm to firm and over time, reliable data on the aggregate output of the ancillary industry are not available. One estimate is that the ancillary industry produces barely 0.5 per cent of the total industrial output, as against 30 per cent in Japan.
1 This comparison is to suggest the growth potential of the ancillary industry in India, and not to judge its efficiency because the difference is probably also owing to the extent of industrialization of the two economies. Ancillary development in India was entirely left to the initiative of the large industry. The indifferent attitude of the large industry (Basu et a/, , p. 95) and inadequate public policy have apparently retarded the growth of the ancillary industry. Based on such assessment, the government has been contemplating on some policy measures to stimulate the growth of the ancillary industry, and raise its output to about 15 per cent within 10 years (Economic Times, August 29, 1977) . Some of the proposed policy measures are:
Limiting the further expansion of large industrial firms to ensure that further growth takes i The Commissioner of Industries, Government of Gujarat, indicated to the author the possibility of the figure of 0.5 per cent being an underestimate. He expected that it would be around 4 to 5 per cent. place in the small industry sector (Financial Express, August 14, 1976) .
Licensing new projects, subject to the condition that promoters sponsor ancillary units (Economic Times, September 24, 1976) .
Introducing the concept of limited partnership in small scale and ancillary sectors (Economic Times, September 24, 1976) .
Promoting the long-term contract mode of purchase to replace the current tender purchase system followed by master units (Economic Times, October 21, 1976) .
Legislation to ensure payment within 30 days against goods supplied by ancillary units (Times of India, Ahmedabad, September 29, 1976).
Hypothesis
The proposed policy of accelerated development of the ancillary industry is based on the belief that promoting ancillary relationship is beneficial for the small firm. This has not been confirmed in the Indian context, and is therefore only an hypothesis, particularly because the ancillary relationship is conceivably associated with both advantages and disadvantages for the ancillary unit. The advantages of the ancillary unit are that a) master units supply some crucial inputs required by ancillary units to ensure uninterrupted operations and b) the ancillary unit may enjoy the benefit of locational proximity to the master unit which reduces transportation cost and facilitates transfer of technology from the master unit. The disadvantages of the ancillary unit are that a) the larger master unit tends to dictate price and payment terms to ancillary units and b) fluctuations in demand for products of the master unit affect operations of ancillary units owing to derived demand. Diversification possibilities of the ancillary unit are restricted, if the ancillary unit has installed special purpose machinery and equipment.
It is proposed to examine the hypothesis whether ancillary relationship produces superior performance, i.e., whether ancillary units perform better relative to small scale units. The official definitions of small scale and ancillary units were found to be inadequate for testing this hypothesis, because both units could produce a mix of intermediate goods and end products. For the purpose of this study, small scale units have been defined such that they are devoid of this ancillary relationship. Ancillary units are defined such that the level of ancillary relationship is positive. Thus, small scale units served as a reference or control group against which ancillary units could be compared. A small unit is defined as a small firm with investment in fixed assets less than Rs. 15 lakh that manufactures and markets only end products (as these firms do not manufacture intermediate goods, they are by definition devoid of the ancillary relationship). A sponsored ancillary unit is defined as a small firm with investment in fixed assets less than Rs. 15 lakh that manufactures and supplies only intermediate goods and is located within an industrial estate sponsored by the master unit. (The sponsored ancillary unit is a fairly recent variant which incorporates ancillary relationship and sponsorship. The term "sponsorship" is used to indicate the initiative taken by the master unit in establishing the ancillary unit. In the case of sample firms, the master unit provided factory sheds on rent and rendered all other assistance to new entrepreneurs.)
Methodology
The efficiency of sponsored ancillary units relative to small scale units was assessed. The measure of relative efficiency employed was (/*! -ju 2 ), were ^ and /^2 were the mean performance of the populations of sponsored ancillary units and small scale units respectively.
The following is the a statement of the singletailed test of hypotheses about the population means ^ and /* 2 : H 0 : /*! = ju 2 (null hypothesis) HI: p-i > /^(alternate hypothesis) These hypotheses were alternately tested by the parametric Mest (Lev and Walker, 1965, p. 157) and the non-parametric Mann-Whitney U test (Siegel, 1956, p. 116) . The alternate hypothesis would be true if computed value of t exceeds the tabulated critical value of t or computed value of Mann-Whitney U is less than the tabulated critical value. The alternate measures of performance considered included gross profit/total assets, gross profits/total fixed assets, and gross profits/sales. As these are ratios, the effect of size on performance would be controlled.
Sampling
The 1974 census of small scale industrial undertakings is the most comprehensive official enquiry into small firms in India. The questionnaire and interview method was employed for collecting primary data on profits.
Owing to lack of information about firms conforming to the definitions of small scale unit and sponsored ancillary unit, statistical sampling procedures were precluded. A sample of 35 small scale units and 51 sponsored ancillary units, known to be manufacturing only industrial machinery and only components for industrial machinery respectively, were selected on a nonrandom basis. Of these, 10 small scale units and 7 sponsored units cooperated by providing qualitative and quantitative data for 1975 (see Table 1 ).
It is pertinent to note that business fluctuations affecting demand for industrial machinery would equally affect demand for components for industrial machinery. Industrial machinery and components for industrial machinery were, therefore, considered as falling in the same broad industry class. Thus, the statistical tests would indicate the efficiency of small scale units relative to sponsored ancillary units.
Findings
A profile of characteristics of the sample firms was constructed to interpret the results of the statistical tests ( Table 2 ). The sample . 3, No. 4, October 1978 small scale units were slightly older but definitely larger in size (on the basis of mean fixed assets, mean sales, and mean number of personnel) than the sample sponsored ancillary units. The difference in size is partly because manufacture of end products requires more facilities than manufacture of intermediate goods.
Vol
The sample small scale units employed high technology less often than the sponsored ancillary units which had access to transfer of modern technology from the master unit. All sample sponsored ancillary units relied on a few master units (average 4) for sales and this was attributed as a cause for delays in payment (only 40 per cent of the sample firms received payment within three months). The sample small scale units often received advance payments because they manufactured machinery to order (90 per cent of the sample firms received payments within three months). Finance was the principal problem area in both cases. Table 3 presents the results of t-tests and the Mann-Whitney U test of the hypotheses regarding the equality of population means. Sponsored ancillary units were not significantly different from small scale units by the f-test The critical value of t, with degrees of freedom 11, is 1.8 at 95 per cent level of confidence. The corresponding figures are 1.81 and 1.83 for 0 and 9 degrees of freedom respectively. The computed t values for the three performance measures are clearly less than the critical values. Thus the null hypothesis is true. The critical value of the Mann-Whitney U equals 17 at 95 per cent level of confidence for sample sizes of 7 and 10 of sponsored ancillary units and small scale units respectively. The computed values for the three performance measures are clearly higher than the critical values. Thus the null hypothesis is confirmed.
With both tests on the three performance measures the conclusion was that the ancillary relationship conferred no net benefit on the small firm.
Implications
The sample sponsored ancillary units received the assistance of transfer of technology and supply of scarce inputs, and were under contract to cater to the needs of sponsoring master units. The contract contained no assurance of a volume of offtake from the ancillary unit. The master units generally placed orders by calling for tenders. Thus, the volume of orders placed on a particular ancillary unit varied. As the sponsored ancillary units depended on a few master units, they were dominated by the latter. The mix of volume of orders, prices, and payment terms were apparently inadequate to enhance the performance of the sponsored ancillary units over the performance level of the small scale units. It appears that the advantages of ancillary relationship were neutralized by other disadvantages. Perhaps, sponsored ancillary units would have performed better than small scale units if they secured sufficient volume of orders and received payments on time.
Although this study was based on small samples, the findings indicate that the proposed legislation to ensure payments within 30 days to ancillary units would be a useful adjunct to the policy of accelerated development of ancillary industry. The master units should be encouraged to enter into long-term contracts with individual ancillary units for purchasing components. Incentives such as excise duty relief in proportion to the volume of such purchases would help. This has not figured in the list of proposed measures to stimulate ancillary development.
In the prevailing conditions, entrepreneurs should be indifferent in choosing between ancillary units and small scale units from the point of view of returns of investment. However, the ancillary unit is definitely a less risky proposition for new entrepreneurs in view of the assistance provided by master units. . 3, No. 4, October 1978 
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